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Hot summer ahead

= Just like last year, this MACROscope is a bimonthly issue. Actually, we do
not delude ourselves that the summer season will be peaceful for financial markets.
Quite the opposite, the summer is going to be rather hot and high volatility will surely
continue. We can expect major developments both at home and abroad (let's take the
Polish budget deficit planning or publication of the European bank stress-tests
results) that will be touched upon in the September issue of our report. Then, once
2Q 2010 GDP figure is released, we would decide to what extent (if any) to revise the
forecasts for the rest of the year. Those interested in our economic and market
comments are invited to read our weekly and daily reports.

= Economic data published in recent weeks have been op  timistic about the
revival of the Polish economy. Industrial output grew by 14%, construction
production has clearly started to make up for the losses recorded at the beginning of
the year, more and more jobs have been created and increases in salaries and retail
sales have been higher than expected. This has been accompanied by exports and
imports boosting and advance PMI clearly rising further in June. This suggests that in
the second quarter the economic growth rate was similar to that recorded in the first
three months of 2010 and makes us believe that the Polish economy will grow by
more than 3% in 2010. Our monthly business climate clock has even turned into
expansion phase. Despite this, we have been moderately optimistic about the Polish
economy moving forward in 2011 (3.5% GDP growth) due to a high risk of an
economic slowdown in the euro zone. Especially given that the major drive for
industrial recovery is a significant increase in export orders.

=  The Monetary Policy Council has taken a holiday brea  k and will not meet in
July to decide about interest rates. At its first meeting chaired by the new head,
MPC dropped the informal monetary policy bias, though the overtone of both
statement and press conference shifted to a more restrictive one - many inflation risks
emerge in the medium-term perspective with the economic revival and financial
markets turbulence (weak Polish zloty). The MPC has made us to keep expectations
for the interest rate hikes to start later this year.

= As far as fiscal policy is concerned, we have noty et known the size of the
2011 budget deficit. The macroeconomic assumptions of the Finance Ministry are
more or less the same as our forecasts but it is hard to assess whether the proposed
sector-wide fiscal policy tightening will be greater than in the convergence programme
update published in February (5.9% GDP in 2011 compared to 6.9% in 2010,
assuming a faster economic growth rate). In our view, even with Bronistaw
Komorowski elected the president of Poland, we should not expect major fiscal
reforms in the near future given the approaching local government elections (in
autumn) and parliamentary elections (in 2011).

Financial market on 30 June 2010:

NBP deposit rate 200 WIBOR3M 3,87 USDPLN 3.3946
NBP reference rate 3.50 Yield on 2-year T-bonds 481 EURPLN 4.1458
NBP lombard rate 5.00 Yield on 5-year T-bonds 538 EURUSD 1.2213

This report is based on information available until 08.07.2010
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%Yoy Industrial production Excellent May for industry, and probably also June
25 = The industrial production in May rose by 14.0%YoY, which
20 | was well above expectations (market consensus at 8.4%YoY,

our forecast at 8.9%YoY). After seasonal adjustment annual
151 growth reached 10.9%YoY — the best result since January 2010
10 - and second-best since January 2008.
5 = The production increased in 25 out of 34 sectors, similarly as
0 A in recent months, mainly in export-oriented branches. It seems

that foreign demand and exports remain core drivers that fuel
recovery in industry and economy as a whole, which is
supported by improving economic climate in neighbouring
economies (mainly Germany) and dampening of the zloty
appreciation.

20 4 » |t sees that also in June industrial production recorded
— Production —— Production (seasonally adjusted) significant growth, as the leading indicator PMI showed
increase above the most optimistic expectations. It rose by
Busness climate indicators more than one percentage point to 53.3 (as compared to our
60 - 30 forecast of 52.6, which was above market consensus of 52.3). It
is worth to notice that strong PMI resulted from rise in
55 &\\//\ L 20 manufacturing orders (the growth well above the long-term
average), mainly export orders (the most significant increase

50 - k10 since December 2005).

= According to the PMI index, the growth rate of industrial
production in June was the highest for three months and
40 4 L 10 industry capacity utilisation increased again. This supports our
forecast, according to which industrial production in June,
35 4 L 20 adjusted for seasonal factors, was at this year's high. Before
the publication of PMI data our forecast was at 11.3% (slightly
-30 above the market consensus). The re-estimation of the
production model after PMI release suggests that the growth
may climb to some 12%.
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% YoY Elements of balance of payments €bn Strong grOWth in foreign trade maintains
407 r4 * In line with our forecasts, both imports and exports rose

30 4 L5 considerably in April — in euro terms by 21.5% and 23%YoY,
respectively. It is worth noticing that trade turnover in zloty has
20 ) also shown acceleration in the last two months. In April, exports
and imports in PLN advanced by 6.5% and 7.7%YoY,
101 M respectively. The data confirmed recovery in both external and
Y domestic demand.

= The current account deficit reached €424m versus market
consensus of above €600m. The trade deficit was at €370m and
Lo balances of services and transfers were roughly in line with
expectations. The only surprise in data, which was the reason
-30 1 = behind lower than expected C/A deficit, was the income balance.

40 - L 4 = We forecast current account surplus in May due to significant
CIA balance (ths) —— Export (Ihs) —— Import hs) inflow of EU transfers.
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% YoY Construction and assembly production Improvement in construction output

60 = Production in construction sector also positively surprised
50 - and showed growth of 2.3%YoY in May, after four-month period
0 of decreases in annual terms (caused by very bad weather
conditions at the start of the year).

= Construction output in seasonally adjusted terms rose by
20 - 3.4%YoY in May. The data suggested that companies continue
0 to make up for earlier backlogs and a negative influence of
some one-off factors in May (heavy rain, flood) was limited and
did not stop the recovery process.

= In the remainder of the year a reconstruction connected with
flood damage will be additional supporting factor. At the same
time this will be connected with recovery in fixed investments in
the following quarters after a significant fall recorded in 1Q10.
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% YoY Labour market in the enterprise sector
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Further improvement in the labour market...

= The data on domestic labour market for May were roughly in
line with our expectations. Employment in the corporate sector
advanced 0.2%MoM in May (third monthly gain in a row which
allows to perceive it as durable trend), driving the annual
growth rate up from 0.0% in April to 0.5% (first rise in annual
terms since January 2009). The annual growth of wages also
improved, to 4.8% in May from 3.2%.

= The data confirmed that surprising slowdown in wage growth
in April was rather temporary and one off phenomenon, did not
indicate changes in the upward trend in wage growth.
Improving employment and wage growth has translated into
acceleration of the wage bill growth in the corporate sector,
which constitutes an important component of total household
disposable income.

= The registered unemployment rate at the end of May fell to
11.9%, while the tentative estimates of the Ministry of Labour
and the market consensus indicated a decline to 12.0% from
12.3% at the end of April. The result confirmed that the peak of
the unemployment rate in the current business cycle is already
behind us. Though on an annual basis the jobless rate and the
number of the unemployed continue rising, but each month a
rise is getting smaller.

= We forecast that by the end of the year the unemployment
will start falling in annual terms and at the end of December the
registered unemployment rate will reach ca. 11.5% versus
11.9% at the end of 2009. Continuation of positive trends on
the labour market was confirmed by detailed unemployment
statistics. The number of newly registered unemployed was
smaller than a year ago. At the same time, more people than in
the corresponding period of 2009 have been registered out of
the labour offices.

... supports consumption demand

= Retail sales figures for May proved also better than
expected. Annual growth rate in nominal terms improved to
4.3% from -1.6% in April and versus average rise of 3.8% in
1Q10. Annual real rise in retail sales reached 2.0% after a
decline by 4% in April and average rise by 0.6% in 1Q10.

= What is important, the improvement in annual growth rate
was seen in all categories of retail sales, supporting the view
that the demand recovery is spread across different sectors.

= The already observed improvement and the expected further
positive developments in the labour market later in the year are
positive for the outlook of consumer demand. We predict that
after a temporary slowdown to ca. 2%YoY, in the second half of
the year private consumption growth will accelerate to ca.
2.5%.

Inflation in the downward trend, as for now

= CPI inflation in May reached 2.2%YoY (down from 2.4% in
April), which was exactly between the projections of the Ministry
of Finance (2.1%) and ours (2.3%). Median of market
expectations was at 2.4%. The core inflation (CPI less food and
energy prices) dropped to 1.6%YoY in May from 1.9%.

= As a result of floods there is large uncertainty regarding
performance of food prices, i.e. scale of their possible drop in
summer months. According to the Ministry of Finance, the
inflation rate in June declined to 2.1% YoY (with flat food
prices), which is in line with our and market expectations. The
ministry forecasts the CPI at 0.2%MoM versus our expectations
at 0.1%.

= In the next months we predict drop in the CPI inflation to
below 2%, followed by a rise to ca. 2.5% at the year-end.
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House prices stand still

= Offered house prices in the secondary market have been
quite stable in recent months. In May, slight increases in prices
were recorded in some cities, while in others the prices
remained stable or decreased slightly. Reports from various
sources give ambiguous conclusions.

= During the holiday months activity in the housing market is
generally lower and prices are more stable. Therefore, in the
next few months, analysts do not expect any significant change
in the situation.

= Offered prices are still significantly higher than the prices at
which customers are willing to make purchases. Nevertheless,
the sellers are resistant to lowering price offers.

= Rental prices of apartments in major cities still remain under
pressure of quite high supply.

Labour market rebound supports the demand

= Improvement of situation in the labour market and growing
households’ income mean that housing prices are becoming
increasingly affordable for the average family. The pace of this
process is still relatively slow, but should accelerate in the
second half of the year, with more pronounced recovery in the
labour market.

= Increasing affordability of housing also stems from the
improving offer of housing loans.

= In May the average price of a 50-meter apartment in Warsaw
corresponded to the equivalent of nearly eight annual average
salaries (only 2% less than last year). It turn, using a zloty-
denominated mortgage loan, average citizen of Warsaw could
have purchased apartment with an area of ca. 53 m°, nearly
10% larger than one year ago.

Further easing of credit conditions by banks

= In May and June banks continued easing conditions of
granting mortgage loans. As a result of promotional policies of
banks, and the customers’ fear that credit conditions may be
worse since August (after implementation of the T
recommendation of the banking supervision, prohibiting the
100% loan-to-value ratio for FX loans), a demand for housing
loans has increased.

= Available NBP data on housing loans show a gradual
increase in demand - according to our estimates, households’
mortgage loans adjusted for exchange rate fluctuations
increased in May by PLN2.4bn. According to unofficial
estimates, in June there was a significant growth in sales of
housing loans (of around PLN4bn).

House supply bottoming out

= CSO data confirms a gradual recovery on the supply side in
the housing market, which has been signalled for some time by
developers. There is a growing number of housing projects
started and the number of dwellings under construction. After a
clear stagnation in the first quarter of the year, new building
permits have also bottomed out recently.

= Experts point to the fact that a large part of developers still
have a stockpile of investment projects with valid construction
permits, which will allow them to increase the supply of new
housing investments, so that the supply will flexibly adjust to
increasing customer demand. This will be the factor limiting
potential for growth in property prices in the near future.
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Selected fragments of the MPC statement in June

Further signals of recovery can be seen in the world economy. However,
the rate of economic growth varies across regions.

The short-term growth outlook for the euro area is negatively affected by the
uncertainty regarding the pace of reducing public finance imbalance in the
region, including the uncertainty connected with the fiscal crisis in Greece.
At the same time, fast economic growth is continuing in the largest
emerging economies. The ensuing risk of a significant deepening of
economic imbalance as a result of the economic boom leads to a gradual
tightening of macroeconomic policy in these countries.

Disruptions in the international financial markets, connected with the
uncertainty as to the reduction of fiscal imbalances in some of euro-area
countries, continued. The scale of those disruptions Has nevertheless
decreased recently, which has contributed to halting the fall in prices of
some financial assets.

The data on the Polish economy indicate a stabilisation of the rate of
economic growth. Robust increase in industrial output continued. Rise in
employment in the corporate sector (for the first time since January 2009
also in year-on-year terms), stabilisation in unemployment rate (in
seasonally adjusted terms) observed in May 2010 are signs of a gradual
improvement in the labour market situation. The investment activity of
enterprises is still limited and will probably remain so in the quarters to
come, especially because the production capacity utilisation in enterprises —
though rising — remains low.

This decline in CPI inflation was mainly connected with a decrease in core
inflation. In the coming period, inflation will be further lowered by negative base
effects stemming from a strong increase in the prices of excise goods in 2009.

The Council has discussed factors that may fuel inflationary pressures in
the medium term.

An important factor affecting monetary policy is the situation of public
finance, especially in the face of changing attitude in many European
countries to high budget deficits and growing public debts. Introducing
decisive measures aimed at permanently reducing the deficit of the general
government sector and at curbing the increase of the public debt is
necessary for macroeconomic stability and will allow the meeting of euro
adoption criteria.
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MPC more hawkish, though with no bias

= The first decision of the Monetary Policy Council after the
appointment of the new NBP President Marek Belka was not
surprising. Main interest rates were left unchanged with the
reference rate at 3.5%.

= However, together with appointment of the new President
we saw a change in the communication policy. Quite
surprisingly, the official communiqué of the Council lacked the
important sentence summarising the MPC'’s opinion regarding
balance of risks for future inflation. Market participants treated
this sentence as an informal bias in monetary policy. Also, as
compared to the previous month the statement lacked a few
factors which may limit inflationary pressure such as low
demand pressure or moderate increase in labour costs (only
the so-called base effect were left). Belka emphasised that the
Council discussed factors that may fuel inflationary pressures
in the medium term, which “indicates direction of interests of
the MPC”.

= Qverall, the overtone of the MPC communiqué and the
press conference in June were clearly more hawkish than at
the previous meeting. Despite this, there was no significant
reaction of the debt market and it in our view it was justified,
since the increase in market expectations for interest rate
hikes had already occurred before (after some comments of
MPC members — details on next page) June’'s meeting
confirmed the Council is ready to start the tightening cycle
when risks for inflation in the medium-term are clear enough.
The risks might by connected with economic recovery and
observed turmoil in financial markets (weaker zloty). In our
opinion, first hike will take place in 4Q10.

= Marek Belka said that projection results did not worry the
Council too much and one should not exaggerate with its
importance, though they are one of elements in decision-
making process.

Many changes in the projection of GDP and CPI

= NBP projection showed higher GDP path as compared to
February Inflation Report. According to the NBP economic
growth will significantly accelerate in 2011 — the central
projection path assumes GDP growth at 4.6%, which is driven
by accumulation of investments projects before EURO2012
tournament, as well as higher private consumption. Then, it is
forecasted that GDP growth decelerates in 2012 with fixed
investment growth rate going down to 4.7% from 8.1%, and
private consumption slowdown to 2.9% from 3.3% in 2011. As
a result, the central path of the projection for 2012 shows
GDP growth of 3.7% in 2012.

= At the same time, authors of the projection emphasise the
asymmetric risk for GDP projection to the downside. This is
mainly connected with uncertainty as regards global economic
recovery. It is worth to notice that estimates regarding
potential GDP growth rate was lowered to ca. 3% in 2011-12.

= As regards CPI inflation the new projection showed higher
path as compared to the February’s results for 2010-11 (not
significantly above the target) and lower for 2012 (2.9% as
compared to 3.5% previously). Currently the projection
assumes moderate rise in CPI, while previously inflation was
below the target iv 2010-11 and a sharp rise in 2012.

= These changes in the inflation path in both directions were
connected with different path of core inflation, as well as for
food and energy prices.

= Projection of stronger zloty (as compared to February’s
projection) was also favourable for inflation scenario.
Currently, the NBP assumes lower importance of fiscal
deficit and interest rate disparity for the exchange rate.
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Restrictiveness of the Monetary Policy (Council)

———nominal MCI (monthly) —=—real MCI (quarterly)

Vi

Weaker zloty lowers monetary policy restrictivenes S

= Real MCI rose slightly in the final quarter of 2009, confirming
the growth of monetary policy restrictiveness during this period,
indicated earlier by the nominal MCI index.

= After more than a year of growth in monetary policy
restrictiveness, the last two months have seen the reversal,
triggered by a drop in money market rates and the weakening of
the zloty.

= Monthly nominal MCI index fell slightly in June, mainly due to
further increase in EURPLN rate, amid stabilization of average
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= |f there is no another wave of sudden zloty weakness in the
second half of July, we may assume the stability of the nominal
MCI index this month.

Apr 10

Filar 1.63 (1.61) Winiecki

Wasilewska - |
Trenkner 1.59 (1.48) |

Noga 1.53 (1.52)

Rzonca

Zielinska-Gtebocka

Wojtyna 1.50 (0.91) Bratkowski
Stawiiski 1.25 (0.91)
Belka
Hausner

Czekaj 1.00 (0.86)
Chojna-Duch

Owsiak 0.88 (0.91) Gilowska

Nieckarz 0.88 (0.83)
Glapi nski

Skrzypek [0.81 (b.d.)

Kazmierczak

Pietrewicz 0.80 (0.74)

Index is between 0 and 2. A vote for the majority view is
given a score of 1. A vote for a more hawkish (less dovish)
decision than the majority view has a score of 2 and a vote
for a less hawkish (more dovish) decision than the majority
view has a score of 0. Average of points for all votes is the
value of the index for a given MPC member.

Numbers directly by the name of the previous MPC are
values of the index for period of Stawomir Skrzypek’s term
as NBP governor and numbers in parentheses are values of
the index for 2004-2006.

Direction of the restrictiveness axis reflects our
expectations regarding direction of interest rate changes in
the next 12 months.

Changes in communication, however of no revolutiona ry nature

Following his appointment to the position of President of the National Bank
of Poland, Marek Belka said that this role required restraint from giving
comments at large. We hoped that he would be able to convince other
MPC members to follow suit. After the first meeting of the Council, he
appears to have succeeded, at least to some extent. A few days after the
meeting it was hard to find comments of MPC members across the Polish
media. Even during the press conference, only Belka was active, while
other two members took only one question about the atmosphere at the
meeting. Let's hope this was the first signal of a better communication
between the central bankers and the media, as some of the comments by
some members in the last weeks should not have really taken place.

At the same time, we were taken by surprise by the fact that the Belka’s
restraint meant no bias in monetary policy already after the first meeting he
had chaired. At the press conference, when asked for justifying his stance,
Belka said explicitly that the change was connected with the appointment of
the new NBP President. He added that this element of the statement was
not indispensable. Still, Belka managed to get the other members’ buy-in on
that approach without more ado. If they did not like it, they should have got
rid of the bias a few months ago... Possibly they had no idea how to replace
it? And the new President seems to have one. He said he preferred
communicating with the market in a different way. In what way, then? He
pointed out to one sentence in the communiqué, which “indicates direction of
interests of the MPC”. This reads as follows: “the Council has discussed
factors that may fuel inflationary pressures in the medium term”.

Will it be more difficult to forecast next steps of the MPC without bias in
monetary policy (even the informal one)? Not necessarily. But only under
condition that good communication is maintained. Just like after the June
meeting. Besides, we have to remember that the central bank may want
to surprise the markets sometimes. At the same time, it has to be
emphasised that if further modifications in communication take place, the
new members of the Council have to remember that a lot of
improvement has been made on this front in recent years and NBP’s
documents are in line with best international standards. Therefore, any
changes cannot move us backward. Fortunately, Marek Belka said in
the Parliament that “he would not like to suggest that the new person
makes a revolution, when it is not needed”.

Hawkish comments by MPC members before June’s meetin g

One week before the MPC meeting, MPC member, Anna Zielinska-
Glebocka, who is perceived as a hawkish member of the Council, said
that she opts for “one rate hike by 50 bp in the autumn, which will anchor
inflation expectations, with simultaneous signal that monetary policy will
remain unchanged after the hike for several months”. She also added
that there were opinions to hike interest rates already in June. Such
comments (Adam Glapinski also mentioned the idea of hike by 50bp) led
to increase in market expectations for scale and timing of monetary
policy tightening in Poland (FRA rates up). What was interesting,
Zielinska-Glebocka said also there was no reason to change the
monetary policy bias. Well, it seems she did not take into account that
one week later the bias would not exist anymore.

Source: CSO, Eurostat, NBP, own calculations
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Results of the presidential elections
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Bronistaw Komorowski wins presidential race

= In the second round of presidential elections PO’s
Bronistaw Komorowski reached 53,01% of votes, defeating
Jarostaw Kaczynski from PiS, who gained the support of
46.99% of the citizens. The turnout was 55.31%.

= During the election campaign one could have an
impression that both candidates did not really realise the
importance of situation in the Polish public finance sector.

= The victory by Komorowski can be treated as a chance for
fiscal reforms, as he represents the same party as major
coalition partner ion the government. However, one has to
remember the upcoming local government election (autumn)
and parliamentary election (2011) and thus it is hard to expect
unpopular decisions. Nevertheless, the fact is that with no risk
of presidential veto the cabinet has no excuse to reform.

No major tensions in this year's budget

= According to the Ministry of Finance’s data the budget
deficit after five months reached PLN32.1bn, i.e. 61.6% of
the full-year plan. The reading was in line with the earlier
estimates. This year's revenues were realised in 38.9%,
while spending in 41.4%.

= The indirect tax revenues rose considerably suggesting
continuation of improvement in domestic economic activity.
In May alone the increase was above 6%YoY.

= Fall in revenues in annual terms was continued in the
case of corporate and personal taxes, but they represent
much smaller portion of total revenues.

= In the following months the budget will be supported by
the profit of the central bank. We still expect deficit this year
a few billions zloty below the plan.

How do investors perceive the fiscal risk?

= While awaiting the details of the budget for next year, this
month we begin monitoring the fiscal risk priced-in by the
financial markets. Two simple market indicators will be
used: the spread in bond yields against the German Bunds
and the rates of credit default swaps (CDS) for different
countries (see table).

= 10-year bond spread also depends on short-term rates
and the shape of the yield curve, so we focus on the change
of this difference in recent months. Since the end of May the
only country in the region that saw a drop in spread was the
Czech Republic. In Romania, albeit the CDS rates have
clearly increased, but the spread for bonds remained largely
unchanged (though very high). In the south of Europe
markets still see the greatest fiscal risk in Greece.

= Polish bonds spread in the past month has been relatively
stable, although reached the highest level for many months
(344pb) at the end of June. Compared to other countries,
growth in spread and CDS rates since the start of the year
has been quite moderate, but points out that investors are
pricing-in considerable fiscal risk.

= Undoubtedly, the budget deficit and borrowing needs in
2011 will be among the most important factors influencing
the perception of fiscal risk in Poland. By now, we know only
the macroeconomic assumptions of the budget, which are
rather moderately optimistic than overly conservative. It is
worth recalling that in the update of convergence program in
February a deficit reduction of 1 percentage point was
assumed amid higher GDP growth forecast (4.5% vs. 3.5%
currently). Elasticity provided by the Ministry of Finance
suggests that this change in GDP could result in fiscal deficit
hiaher bv ca. 0.5% of GDP. assumina no additional actions.

Source: Ministry of Finance, National Electoral Committee, Reuters, own calculations
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Market monitor

Zloty as the gauge of market mood

= Since the beginning of June till early July the EURPLN was
traded in a broad horizontal trend ranging 4.04-4.18, only
temporarily reaching 4.20. Apart form the global risk aversion,
fiscal problems in Romania and Hungary put some negative
pressure on the zloty. The improvement of the situation in the CEE
region increased the potential for the zloty appreciation.

= High volatility that prevailed on the market in recent weeks
bears the possibility of higher than usual error for short-term
forecasts. We expect the zloty to appreciate gradually in July, and
the EURPLN shall not permanently break 4.16. First area of
3g0 | support, which has been tested at the beginning of July, is 4.06-

Zloty FX rate

20
s5s585555558 E 55553 3 4.08. In case of further zloty appreciation, next levels of support for
tTeg T 2y Revegr ”"eES the EURPLN are 4.04 and 4.00.

——USD —EUR
“ Yield curve Rise in the short-end of the yield curve

637 = During the past month the domestic fixed income marked priced

2; in sooner than previously anticipated interest rates hike. Hawkish

571 MPC members’ comments even before the June’s meeting and

55 the following MPC communiqué were reflected in surge in the

531 market interest rates.

i; = We assume that some decline of the global risk aversion (that

47 still depends on European banks’ stress-tests results) might lead

451 to further decline in yields. The domestic factor that may influence

:? the market in coming weeks are assumptions to budget and

39 ] financing needs of the government for 2011. Relatively high supply

371 of bonds may counter the positive impulse from abroad, while

35 ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘ lower borrowing needs might support bond market. Till the
0 1 2 3 4 5 6 7 8 9 10| publication of the stress-tests’ results and the budget assumptions

—8— 10-Jun-10 —&— 29-Jun-10 —— 8-Jul10 years we expect horizontal trend on the domestic fixed income market.

Considerable surge of the EURUSD

= The euro managed to pare looses after major decline at the
1381 beginning of the June as the global market sentiment improved at the

1.36 1 beginning of July. Common worries of growth prospects of the
1344 European countries fuelled by the fiscal stimulus programs withdrawal
132 and fears of European banks’ liquidity triggered the surge of risk
130 aversion in the mid June, that constrained the EURUSD gains. At the
128 1 turn of the month some negative data from the US were published,
126 4 that further supported the euro, that regained momentum.
124 1 = At the beginning of July the EURUSD broke the first level of
121 support at 1.26. That gives the potential for further euro’s
1204 appreciation towards 1.28, and then 1.30. However, some
correctional decline to 1.24-1.25 shall not be a surprise. The area

118 of 1.22-1.23 and the upward trend line that crosses that range
shall support the euro.

EURUSD rate
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©
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10y Bunds & Treasuries and spread Core market YIe|dS kGEp fa"mg

53

4007 ,90 = The yields of Bunds and Treasuries clearly reacted to the
380 deterioration of global economy growth outlook. The prospect of
260 78| fiscal stimulus withdrawal and introduction of saving programmes
340 ] L 70| was perceived as a main threat. According to Ben Bernanke, that
actions may have a negative impact on the US economy’s pace of
320 r8 | growth. Regardless the source of the negative impulse - US or the
300 4 5 | euro zone — the yields of Bunds and Treasuries were declining
280 - and consequently again reached record low levels established at
260 - - 40 | the beginning of June.
240 30 = Lack of any prospect for interest rates’ hikes in the US and the

&5 &5 &8 & ¥ £ 8§ 55 5 5 5 3 3 euro zone implies that the global market sentiment will be a
~ (=} . . .

® 2§ & v » g 5 © e =% decisive factor that would influence the core debt markets.

Spread (rhs) —— 10y Bund (hs) —— 10y UST (lhs) Assuming the scenario of stabilisation with some slight positive

tendency in risk appetite, the yields are expected to rise.

Source: Reuters, BZ WBK
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Zloty rate against major currencies
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Yields of T-bonds

3-month money market rates
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5855553353288852553255555852553
—— WIBOR3M —— FRA 3x6 —— FRA 6x9
PN Supply and total sal of treasury securities Treasury bills auctions (PLN m)
B o m L ___. Auction date OFFER DEMAND/SALE
7.06.2010 52-week: 1100-1600 4096/1458
14.06.2010 52-week: 800-1200 3058/1176
21.06.2010 52-week: 600-1000 1872/945
28.06.2010 52-week: 1300-1800 2788/1442
5.07.2010 52-week: 700-1100 4151/1100
12.07.2010
26.07.2010
2.08.2010
9.08.2010
16.08.2010
23.08.2010
30.08.2010
‘ ‘ 6.09.2010
ober T-bils W 52-week T-bils W 2Y T-bonds 5Y T-bonds 10Y T-bonds  m 20Y T-bonds *based on data of the Ministry of Finance
ober T-bonds  m T-bils buyback — bl sale
Treasury bond auctions in 2009/2010 (PLNm)
month First auction Second auction Switch auction
date T-bonds offer sale date T-bonds Offer sale date T-bonds sale
September 2.09 OK0112 2500-3500 3500 9.09 PS0414 1000-2500 1109 | 23.09* WS0922 1000-2400/2400
October  7.10* 0K0112 3000-5400 5400 - - - - 29.10 PS0413/PS0414/DS1019 1573/1753/1290
November 10.11 OK0712 3500-5000 5000 - 26.11 OK0712/P0414 1121/2243
December 2.12 OK0712/PS0415 3000-6000 5651 - - - - 16.12 - -
January 13.01* 0K0712 6600 6600 20.01* DS1019/WS0429 2400/600 2409/591 = 6.01 PS0415/WZ0118 2494/2383
February 10.02* OK/PS 6600 6600 1702  DS/WS/WZ/IZ - - 3.02 -
March 10.03 OK0712 3500-5400 5448 17.03 WZz0121 2000-3600 3600 3.03 PS0415/DS1019/WS0429 1784/2662/315
April 7.04 0K0712 2500-3600 3219 14.04 DS1020 2000-4200 3600 21.04* PS0415 3600/3000***
May 5.05 0K0712 25004500 3700 12.05 PS0415 1500-3000 2989 27.05 Wz0121 422
June 2.06 OK0712 3000-5400 5400 16.06 DS/WS/WZ/IZ  1500-3000 2430 23.06 PS0415/WS0429 1549/54
July 7.07 0K1012 3000-5000 4971 14.06 PS0415 - - 21.07 - -
August | 4.08 0K1012 - - | 1108 - | 18.08

* with supplementary auction, ** primary auction, *** demand/sale

Source: Ministry of Finance, Reuters, BZ WBK
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Liquidity of the European banks at the focus

= Main event of the month was a payback of €442bn liquidity
loan that the European banks have borrowed a year ago from
the ECB. European banks sought cash on short-term liquidity
actions conducted by the ECB, gathering around a half of funds
that had to be returned to the central bank. After the July
meeting, during which the official rate was kept at 1%, ECB
officials said that short-term liquidity operations (one-week, one-
month and three-months) will be continued. High demand for
cash was reflected in the surge of the 3-month EURIBOR, that
reached 0.79% at the end of June (highest since September
2009) versus 0.70% at the beginning of the previous month.

= On June 30 the ECB fulfilled the program of buying covered
bonds issued by the European banks. The ECB bought bonds
worth just over €60bn and intends to hold them till the maturity.

* In line with expectations, the Fed maintained interest rates
unchanged at record low level. Just alike in recent comments, it
stressed that interest rates will be held at current level for
“extended period” as not to damp the US economic recovery.
Some pessimistic element of the Fed’ comment was a remark,
that the withdrawal of fiscal stimulus and the introduction of
saving plans in the Europe may have a negative impact the US
growth.

= In May the US CPI declined to 2.0% YoY from 2.2% in April.
The monthly dynamics showed a decline by 0.2% versus April.
Core inflation (CPI less energy and food prices) reached 0.1%
MoM in May (versus 0.0% in April) and 1.0% YoY (alike in April).
The data show no inflationary pressure, that will support present
expansionary monetary policy.

= In the euro zone preliminary estimate showed HICP twelve
month inflation falling to 1.4% from 1.6% in May

Global recovery loosing momentum

= June was a second consecutive month of a decline in leading
economic indicators in global industry. The indicators for the US,
euro zone and China dropped below the levels recorded in May.

= Final data on PMI for euro zone’s industry showed a slight
decline to 55.6 versus 55.8 in may (market consensus at 55.3).
The index for Germany stabilised at 58.4. The data indicate
some deceleration of the euro zone’s growth.

= The ISM for US industry declined in June to 56.2 from 59.7 in
May. Additionally, the Conference Board consumer confidence
index showed a slope to 52.9 versus 62.8 expected by the
market. Such major drops reflect market's worries of the pace of
growth of the US economy in coming months.

= The PMI for Chinese industry reached 52.1 in June versus
53.9 in May. That was a great disappointment for world
investors.

= Retail sales in the euro zone advanced in May by 0.2% MoM
(market consensus at 0.4%) and 0.3% YoY (market
expectations at —0.3%) versus April (after revision: -0.9% MoM
and —-0.5% YoY).

» Final data on the US GDP growth in Q1 showed that the
economy expanded by 2.7% QoQ versus 3.0% published
previously. The rise of personal consumption was a positive
factor, while the contraction of government spending.

= In June there was a decline of 125k of payrolls versus the rise
of 433k in May (after the revision). The market expected a drop
by 110k. On the other hand, the unemployment rate decreased
to 9.5% (versus 9.7% in May and 9.8% expected by the market),
the lowest level since July 2009.
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Economic calendar
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Monday Tuesday Wednesday Thursday Friday

12 July 13 14 15 16

PL: Auction of Treasury bills | PL: CPI (Jun) PL: 5Y bond auction US: NY Fed Index (Jul) PL: Wages and employment
PL: Balance of payment PL: Money supply (Jun) US: PPI (Jun) (Jun)
(May) EZ: Industrial production (May) US: Capacity utilization (Jul) EZ: Trade balance (V)
DE: ZEW index (Jul) EZ: Final HICP (Jun) US: Industrial production (Jun) US: CPI (Jun)

US: Trade balance (May)

US: Import prices (Jun)
US: Retail sales (Jun)

US: Philadelphia Fed (Jul)

US: Capital flow (May)
US: Preliminary Michigan (Jul)

19

PL: PPI (Jun)

PL: Industrial production (Jun)
EZ: Balance of payments (May)

20

PL: Core inflation (Jun)
US: Building permits (Jun)
US: House starts (Jun)

21

PL: Bond switching auction

22

PL: Business tendency (Jul)
EZ: Flash PMI — industry (Jul)
EZ: Flash PMI - services (Jul)
EZ: Consumer confidence (Jul)
US: Existing home sales (Jun)
US: Leading indicators (Jun)

23

PL: Unemployment rate (Jun)
PL: Retail sales (Jun)

DE: Ifo index (Jul)

26

PL: Auction of Treasury bills
US: New home sales (Jun)

27

DE: GfK index (Aug)

EZ: Money supply (Jun)
US: S&P/Case-Shiller home
price index (May)

US: Consumer confidence

28

PL: Consumer confidence (Jul)
US: Beige book (Jul)

US: Durable goods orders (Jun)

29

DE: Unemployment rate (Jul)
EZ: Economic sentiment (Jul)

30

EZ: Flash HICP (Jul)

EZ: Unemployment rate (Jun)
US: Advance GDP (Q2)

US: Chicago PMI (Jul)

US: Final Michigan (Jul)

(Jul)
2 August 3 4 5 6
PL Auction of Treasury bills EZ: PPI (Jun) PL: 2Y bond auction DE: Factory orders (Jun) DE: Industrial production (Jun)

PL: PMI (Jul)

EZ: PMI - industry (Jun)
EZ Retail sales (May)
US: ISM — industry (Jul)

US: Core PCE (Jun)

US: Personal income (Jun)
US: Personal spending (Jun)
US: Factory orders (Jun)
US: Pending home sales
(Jun)

EZ: Retail sales (Jun)
EZ: PMI - services (Jul)
US: ADP report (Jul)
US: ISM - services (Jul)

EZ: ECB decision

US: Non-farm payrolls (Jul)
US: Unemployment rate (Jul)

9
PL Auction of Treasury bills

10

US: Wholesale inventories
(Jun)

US: Fed decision

JP: BoJ decision

11

PL: 5Y bond auction

PL: Balance of payment (Jun)
US: Trade balance (Jun)

12

EZ: Industrial production (Jun)
US: Import prices (Jul)

13

PL: CPI (Jul)

PL: Money supply (Jul)

DE: Preliminary GDP (Q2)

EZ: Preliminary GDP (Q2)

US: CPI (Jul)

US: Retalil sales (Jul)

US: Preliminary Michigan (Aug)

16

PL: Auction of Treasury bills
EZ: Final HICP (Jul)

US: NY Fed index (Aug)

17

PL: Wages and
employment (Jul)

EZ: Current account (Jun)
DE: ZEW index (Aug)

US: Building permits (Jul)

US: House starts (Jul)

US: PPI (Jul)

US: Industrial production (Jul)

18

PL: Bond switching auction
PL: PPI (Jul)

PL: Industrial production (Jul)

19
US: Leading indicators (Jul)
US: Philadelphia Fed (Aug)

20
PI: Core inflation (Jul)
PL: Business climate (Aug)

23

PL: Auction of Treasury bills
EZ: Flash PMI - services (Aug)
EZ: Flash PMI - industry (Aug)
EZ: Consumer confidence (Aug)

24

PL: MPC meeting

EZ: Industrial orders (Jun)
US: Existing home sales (Jul)

25

DE: Ifo index (Aug)

US: Durable goods orders (Jul)
US: New home sales (Jul)

US: Home prices (Jul)

26
DE: GfK index
EZ: Money supply (Jul)

27

PI: Consumer confidence
(Aug)

US: Core PCE (Q2)

US: Preliminary GDP (Q2)
US: Final Michigan (Aug)

30

PL: Auction of Treasury bills
PL: GDP (Q2)

EZ: Business climate (Aug)
US: Personal income (Jul)

US: Personal spending (Jul)
US: Core PCE (Jul)

31

EZ: Unemployment rate (Jul)
EZ: Flash HICP (Aug)

US: S&P/Case-Shiller home
price index (Jun)

US: Chicago PMI (Aug)

1 September

PL: 2Y bond auction
PL: PMI (Aug)

EZ: PMI - industry (Aug)
US: ADP report (Aug)
US: ISM - industry (Aug)

2

EZ: GDP (Q2)

EZ: PPI (Jul)

EZ: ECB decision

US: Factory orders (Jul)

US: Pending home sales (Jul)

3

EZ: PMI - services (Aug)

EZ: Retail sales (Jul)

US: Non-farm payrolls (Aug)
US: Unemployment rate (Aug)
US: ISM - services (Aug)

6
PL: Auction of Treasury bills
US: Market holiday

7
DE: Factory orders(Jul)

8

PL: bond auction

DE: Trade balance (Jul)
US: Beige book

9
US: Trade balance (Jul)

10

US: Wholesale inventories (Jul)

Source: CSO, NBP, Ministry of Finance, Reuters.
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Economic data and forecasts

Monthly economic indicators

Jun09 Jul09 Aug09 Sep09 Oct09 Nov09 Dec09 Jan10 Feb10 Mar10 Apr10 May 10 Jun10 Jul 10

PMI ots | 430 465 482 482 488 524 524 510 524 525 525 522 533 536
Industrial production %YoY | 45 44 01 43 A3 99 74 85 92 125 97 140 117 85
Construction production %YoY 0.5 107 110 5.7 2.7 9.9 3.2 -153 247 109 63 2.3 3.2 -0.2
Retail sales ® %Yoy | 24 57 52 25 21 63 72 25 01 87 16 43 45 18
Unemployment rate % | 106 107 108 109 114 114 119 127 130 129 123 119 116 116
Srosswagesmeneiises ooy | 20 39 30 33 20 23 65 05 29 48 32 48 44 36
Employmentinentelises ooy | 49 22 22 24 24 22 48 A4 A1 06 00 05 10 12
Export (€) %YoY | 213 228 206 70 109 10 126 140 205 215 215 246 228 175
Import (€) %YoY | 306 293 270 -268 208 -110 33 83 217 246 230 253 214 162
Trade balance EURm | -279 445 420 59 200 201 627 104 177 526 368 90  -194  -402
Current account balance EURm | -232 -776 -116 -250 -330 -1376 -1070 -672 67 -458  -424 60 294 -402

Current account balance %GDP | -3.0 -3.0 2.8 2.3 -1.9 -1.8 -1.6 -1.6 -1.8 -1.9 -1.9 -1.8 -1.8 1.7

Budget deficit (cumulative) PLNbn | -16.7 -150 -156 -215 -240 -244 -238 48 -167 -227 270 -321 -371.3 -393

Budget defiit (cumulative) %p‘l’;rfY 700 632 658 903 1011 1026 1000 93 321 435 518 616 714 752
cPI %Yoy | 35 36 37 34 31 33 35 35 29 26 24 22 21 18
o g’;g'r”g‘yng picesoffood ooy | 27 29 29 20 29 28 26 24 22 20 19 16 15 13
PPI %Yoy | 41 28 22 16 20 19 21 02 24 26 04 15 12 24
Broad money (M3) %Yoy | 144 119 90 96 119 80 81 63 51 55 60 76 65 62
Deposits %Yoy | 159 130 107 109 135 103 98 75 68 62 69 84 72 7

Loans %Yoy | 268 233 198 186 149 134 86 54 30 22 38 50 51 79
USDIPLN PN | 322 305 290 286 285 279 283 285 293 287 289 324 336 324
EURIPLN PLN | 451 430 413 416 421 417 414 407 401 389 387 406 410 407
Reference rate ° % | 350 350 350 350 350 350 350 350 350 350 350 350 350 350
Lombard rate b % | 500 500 500 500 500 500 500 500 500 500 500 500 500 500
WIBOR 3M % | 460 426 416 418 418 419 423 424 417 413 392 385 386 385
Yield on 52-week T-bills % | 473 443 423 433 435 426 425 401 390 3% 38 371 393 395
Yield on 2-year T-bonds % | 534 493 49 510 503 492 49 495 490 476 447 452 466 470
Yield on 5-year T-bonds % | 583 555 553 574 565 564 567 55 551 527 510 52 535 530
Yield on 10-year T-bonds % | 63 619 608 618 615 614 621 612 609 571 55 574 58 570

Source: CSO, NBP, Finance Ministry, BZ WBK own estimates; ® in nominal terms, ® at the end of period

12



[B w==x | Bank Zachodni WBK

Quarterly and annual economic indicators

MACROscope July-August 2010

2007 2008 2009 2010 | 1Q09  2Q09  3Q09  4Q09 1010 2010  3Q10  4Q10
GDP PLNbn | 11767 12728 13426 14159 | 3137 3270 3319 3714 3274 3442 3494 3049
GDP %Yoy | 68 5.1 18 32 07 11 18 33 30 30 34 34
Domestic demand %Yoy | 87 56 40 36 | 16 23 43 09 22 34 37 48
Private consumption %YoY 49 5.7 2.3 24 3.3 1.6 2.3 1.7 2.2 2.2 25 2.8
Fixed investments %oy | 176 96 08 21 | 08 33 44 11 424 10 60 65
Industrial production %oy | 107 36 32 92 | 00 67 43 55 94 118 104 52
Construction production %YoY 16.5 10.0 46 341 31 0.5 9.0 4.8 -16.7 0.1 6.0 129
Retai sales * %Yoy | 164 131 35 55 | 20 23 43 51 40 25 55 94
Unemployment rate ® % M2 95 19 M5 | 114 106 109 119 129 116 114 115
Srosswegesinenterrse ooy | 93 103 44 41 | 63 37 39 38 28 35 43 60
Employmentinenterprise ooy | 46 48 42 07 | 01 40 48 20 43 05 15 19
Export (€) %Yoy | 134 142 474 201 | 222 238 201 01 183 229 193 199
Import (€) %Yoy | 195 172 254 214 | 282 322 278 124 180 230 206 236
Trade balance EURm | -12369 17724 -3183 5123 | 744 513 812 1114 79 652 1318 -2358
Curentaccountbalance  EURm | -14696 -18302 -5039 5447 | 30 1088 1150 2762 1064 658 1418  -2308
Current account balance % GDP 4.7 -5.1 -1.6 -1.5 -4.0 -3.0 -2.2 -1.6 -1.9 1.7 1.7 -1.5
General govemment %GDP | 19 37 71 67 - - -
cPI %Yoy | 25 42 35 24 33 37 35 33 30 22 20 25
CPIb %Yoy | 40 33 35 26 36 35 34 35 26 21 23 26
gﬁ;g’f;‘;‘i‘gﬁ food and %Yoy | 1.0 23 27 17 23 27 29 28 22 17 14 16
PPI %Yoy | 20 22 33 08 | 49 42 22 20 46 08 23 16
Broad money (M3) %Yoy | 134 186 8. 62 | 175 144 96 8 55 65 66 62
Deposits b %Yoy | 145 206 98 61 | 194 159 109 98 62 72 68 6
Loans® %Yoy | 209 360 86 82 | 345 268 186 86 22 51 69 82
USDIPLN PLN | 277 241 312 308 | 345 327 294 28 288 315 316 307
EUR/PLN PLN | 378 352 433 395 | 450 445 420 417 399 401 398 381
Reference rate b % 5.00 5.00 3.50 3.75 3.75 3.50 3.50 3.50 3.50 3.50 3.50 3.75
Lombard rate % 650 650 500 525 | 525 500 500 500 500 500 500 525
WIBOR 3M % | 473 63 442 398 | 48 444 420 420 418 388 385 403
Yield on 52-week T-bills % | 460 626 45 399 | 475 481 433 429 394 383 400 420
Yield on 2-year T-bonds % 523 622 547 472 | 526 546 498 496 487 455 465 480
Yield on 5-year T-bonds % 552 615 565 53 | 550 58 561 566 546 524 530 535
Yieldon 10year Tbonds % 55 606 611 576 | 58 627 645 617 597 571 565 570

Source: CSO, NBP, Finance Ministry, BZ WBK own estimates;

2in nominal terms, ° at the end of period
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